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Abstract:
This paper examines the causes of high recidivism in the United States and offers a solution to
theoretically bring these numbers down. This study is compiled of data over the past twenty
years (1998-2018) as there have been spikes in recidivism rates during this time period. Some of
the independent variables that this paper will take into account are economic and labor market
freedom, race, cost, sentence length, and prison population under discretionary review. A one
percent increase in state economic freedom is associated with a 0.47 % decrease in parolee
recidivism. The relationship is stronger and more statistically significant for labor market
freedom, with a one percent increase in labor market freedom being associated with a 0.67 %
decline in recidivism.
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1.0 INTRODUCTION

The United States owns the highest recidivism rate in the world. Within three years, 67.8
percent are sent back to prison, and within five years, 76.6 percent are sent back as well.
Therefore, understanding recidivism is an important issue of public policy. The impact of prisons
has usually been studied in the economic and criminological literature on ’specific deterrence’.
Said research data considers the advantages and disadvantages of the specific treatments of
criminals. The fundamental question is whether stricter or more passive prison arrangements are
better suited to prevent future aggravations (Mastrobuoni and Terlizzese 2014). However, the
literature ignores that the link between imprisonment and recidivism is composed of two parts: a
first one caused by circumstances outside prison bars, such as problems of fixing broken family
relationships and other problems of reintegration and improvement, and a second one directly
related to prison influences (Visher and Travis 2003). Neglecting the formation of the effect
easily results in wrong conclusions. For example, coincidence of a crime control deterrent effect
of prison conditions, (that is, a "true" specific deterrence effect) and a crime increasing effect
from conflicting reasons after release would lead to obscure clarifications of the effect of prison
environments on recidivism. The contribution of this paper is to focus on the pre-release
situation by using inmate survey data on the anticipated risk of re-imprisonment as an indicator
of unrealized specific deterrence, given prison conditions and after adjusting for individual
characteristics. Of particular interest in this context are overcrowding levels, as it might lead to
less careful supervision and less adequate rehabilitation programs for inmates (Franklin et al.
2006, Pritikin 2008, Listwan et al. 2013).
Understanding recidivism of prison ex-inmates should benefit from methodically
associating the information of individual prisoner tendencies with data on the conditions within
prisons where the inmate has served his or her sentence(s). Some previous essays on recidivism

have already combined information on offenders and previous prison incarcerations, but so far
there seems to be no concluding structure which would allow to examine matched prisonprisoner data sets in an efficient way, and which hints at applicable econometric approaches and
statistical attributes of used estimators. A straightforward idea is to include characteristics of
matched prisons and prisoners which should reduce the possible bias arising from omitting
observed and unobserved prison and prisoner data in studies of recidivism. This concept is
derived from labor economics, where this analysis has brought forward a beneficial literature on
linked-employer datasets.: "...without linked data, there are obvious biases from not observing
observables, and from not controlling unobservables" (Andrews et al. 2004). However, unlike
linked-employer employee econometrics, most cognizance of prison-prisoner variables are not
noticed over time, such that the intricate least-squares framework resolution based on "person"
and "firm" effects cannot be applied (Abowd et al. 1999). Nevertheless, this paper will argue
that the incorporation of information on prisoners as well as the prisons, in which they are/were
incarcerated, is still of extreme significance for dependable and efficient econometric estimation.
To confirm this hypothesis, this study will provide both theoretical and empirical evidence.
This study is being conducted as a result of previous research in this field. The United
States prison system is one of, if not, the worst system in the world. The point of the policies in
place are to instill rehabilitation. The living conditions, food, treatment of inmates, and overall
cleanliness of these facilities would say otherwise. This study is being proposed in order to
kickstart change in the rehabilitation initiative within the United States. This change may cause
an economic downturn in the short-run, but could have huge turnouts in the long-run.
The rest of this paper is organized as follows, section 2 examines the trends of the United
States prison history and economic history, section 3 is a brief literature review, section 4 is the

empirical data and methodology, section 5 are the empirical results, section 6 is comprised of the
discussion, policy implementation, and limitations, and lastly, section 7 is the conclusion.
R

2.0 U.S. PRISON AND ECONOMIC HISTORY ADJUSTED FOR PRISON HISTORY
2.1 U.S. Prison History
After a significant boom in crime rates between the 1960s and the 1980s, the United
States has gone through a steady decrease in crime rates over the past twenty-five years. As
illustrated in figure 1, crime rates fell nearly 30 percent between 1991 and 2001, and
subsequently fell an additional 22 percent between 2001 and 2012. This allotment, calculated by
the FBI, incorporates both violent crimes (e.g., murder and aggravated assault) and property
crimes (e.g., burglary and larceny-theft). Individually, rates of property and violent crime have
followed similar trends, falling 29 percent and 33 percent, respectively, between 1991 and 2001
(U.S. Department of Justice [DOJ] 2010b).
Social scientists have struggled to provide competent evidence for the sharp and
continual decline in crime rates. Economists have focused on a few potential factors—including
an increased number of police personnel on the streets, rising rates of incarceration, and the
lessening of the crack epidemic—to explain the drop in crime (Levitt 2004). In the 1990s, police
officers per capita increased by approximately 14 percent. During this same decade, sentencing
policies grew harsher and the U.S. prison population accumulated, which had both deterrence
(i.e., prevention of further crime by increasing the threat of punishment) and incapacitation (i.e.,
the inability to commit a crime because of being imprisoned) effects on criminals (Abrams 2011;
Johnson and Raphael 2012; Levitt 2004). The waning of the crack epidemic reduced crime
primarily through a decline in the homicide rates associated with crack markets in the late 1980s.

Though crime rates have fallen, they remain an important policy issue. In particular,
some communities, often those with low-income inhabitants, still encounter raised amounts of
certain types of crime despite the national decline.

2.2 U.S. Economic History Adjusted for Prison History
In 2010, the United States corrections expenditures amounted to more than $80 billion at
the federal, state, and local levels. Corrections expenditures provide funds for the supervision,
internment, and restoration of adults and juveniles convicted of offenses against the law, and the
confinement of individuals awaiting trial and judgement (Kyckelhahn 2013). As figure 8
illustrates, total corrections expenditures more than quadrupled over the past twenty years in real
terms, from approximately $17 billion in 1980 to more than $80 billion in 2010. When including

expenditures for police protection and judicial and legal services, the direct costs of crime rise to
$261 billion (Kyckelhahn and Martin 2013).

3.0 LITERATURE REVIEW
The study “Economic Freedom and Recidivism: Evidence from US States” composed by
Joshua Hall, Kaitlyn Harger, and Dean Stansel is an economic literature piece that examines
some of the causes for the United States’ high recidivism rate, and how to fix those rates by
increasing freedom within the economy. Hall, Harger, and Stansel (2015) find that being a male
and being monitored heavily after prison release causes recidivism rates to increase. Since the
prison population is made up of 93% of males, there is no real explanation for decrease of
recidivism other than the fact that there is a large quantity of males in prison.
After delving deeper into the statistics, Ilyana Kuziemko (2013) also found that the
recidivism rate for prisoners released under discretionary parole is lower than the recidivism rate
for prisoners who were not subject to discretionary parole release. The study later tackles the
psychological side of this argument, as those who are under heavy surveillance are not only more

likely to make a mistake or break the law, but are also taken into custody for even a minor
offense that would not normally result in one being taken into custody.
"Correctional Populations in the United States" by Glaze and Parks examines the total
prison and parole populations and how they impact the United States economy. These numbers
have been declining over the past ten years, but saw a massive spike back in the early 90’s. This
is due to policy changes in prison capacity terms. Before this, if a prison was full, those on trial
would have to wait until a space opened up for them to be convicted and incarcerated for their
crimes. With this new policy implemented in the 90’s, those with minor offenses would be
released early in order to make room for those who have committed worse actions (Parks 2012).
This is referred to as over-crowding levels.
"From Prison to a Paycheck" Husock (2012) digs deeper into parole and does a
comparative analysis to how parolees are examined versus those who are released without
parole. The study finds that those who are released with parole are viewed much more discreetly
than those who are not. The most minor offense, such as a parking ticket or a late fee, could get a
parolee sent back to prison for five years or longer (Husock 2012). Those who are released
without parole usually have a longer grace period to get readjusted to life outside of jail, thus
giving them an advantage over those who are on parole. The concept of parole suggests the
opposite, where if one does make a mistake, the government will be there to help those on parole
out if they get into a sticky situation.

4.0 DATA AND EMPIRICAL METHODOLOGY
4.0 Data

This table uses annual, time-series data from 1998-2013. Data was obtained through
World Data Bank. Data could not be taken after 2013 as there have been policies changes within
the Fed that have skewed the data from nearly every source. This is explained further in the
limitations sections.

Table 1
Variable

Description

Min Max

Mean

Std. Dev.

Obs

RR

Paroles returned to prison /
prisoners released

0

0.87

0.20

0.17

675

EFREE

Economic freedom

4.43 8.30

6.73

0.74

675

LMFREE

Labor market freedom

5.11 8.34

6.75

0.62

675

MALE

% of parole population, male

0.11 0.97

0.88

0.06

675

MAXMORE

% of parole population, sentence
> 1 year

0

1

0.94

0.15

512

DISCR_REL

% of parole population, under
discretionary release

0

1

0.60

0.42

598

MONEY

% of parole population, most
serious crime financial

0

0.56

0.22

0.14

386

4.2 Empirical Methodology
Within this study, the recidivism rate is defined as the percentage of the released prison
population in a given year which exited parole to return to incarceration that year. The state-level
recidivism rate used in this analysis is computed using the number of people on parole per year
that exited parole surveillance because they were returned to confinement. To calculate the
number of parolees who left parole in a given year to serve a new prison sentence, we merge
three questions from the APS.

The first measures the number of parolees throughout the year who returned to
incarceration due to repeal of parole. The second survey question measures the number of
parolees that left parole to return to incarceration for a new crime throughout the entire year. The
third measure counts the number of parolees returned to incarceration for cases unknown to the
parole supervisor in that state. The total of these measures is taken as the number of individuals
in each state that returned to incarceration throughout a given year. That number is then divided
by the total number of prisoners released into the state throughout that year, to account for
differences in prisoner population across states. Thus, the recidivism rate (RR) is a short-term
measure of the number of parolees in a state that returned to incarceration during that year,
compared to the total number of prisoners released into the state that year. We also compose
control variables by comparing them relative to the prison population at the time of
measurement. Previous studies suggest that men are more likely than women to recidivate and
these studies include controls for gender in their analysis (Carns et al. 2007; Hjalmarsson 2009;
Kuziemko 2013). Specifically, the Bureau of Justice Statistics (2002) found that 68.4 % of male
inmates in their sample returned to prison within three years, whereas only 57.6 % of females
returned to prison within three years. Other studies look at patterns of all-male inmates (Maurin
and Ouss 2009). In order to control for the significance of gender on recidivism within the APS
data, we create a variable (MALE), which measures the ratio of the parole population listed as
male, annually for each state.
The APS asks the state parole agency how many parolees under their care were male as
of December 31st in each year of the survey. To control for larger parole populations in larger
states, we divide the number of male parolees in each state on December 31st in each year by the
total amount of parolees under that state’s supervision on December 31st in the same year.

Sentence length may also be related to recidivism. Drago et al. (2009) find a positive relationship
between recidivism and (J. Hall et al.) sentence length when sentence length is associated
directly to post-release performance. Alternatively, Owens (2009) finds that longer sentences
impede subsequent crimes. The MAXMORE variable measures the percent of the parole
population in a state that had a maximum sentence greater than one year, and measures the
impact of incarceration length on recidivism rates. This also adjusts for the proportion of the
parole population in the state that is supervised under a discretionary parole release
(DISCR_REL). Kuziemko (2013) finds that prisoners released under discretionary parole boards
are less likely to recidivate given that they are required to exhibit proof of rehabilitation to a
parole board in order to be released. The number of adult parolees listed into parole through
discretionary release is divided by the number of adults who entered parole that year to calculate
DISCR_REL.
Evidence also suggests that criminals executing financially driven crimes are the most
likely to recidivate upon release (Bureau of Justice Statistics 2002) and so a control variable for
this is also constructed. This control variable, MONEY, is a measure of the percentage of
parolees in a state whose serious charge was a property crime. Regression analysis is used to
explore the relationship between state-level recidivism rates and economic freedom. Due to the
nature of the data and the construction of the variables used in this analysis, all variables, except
for EFNA, are confined between zero and one. This test takes the natural log of all variables
constructed from the APS, in order to transform them into non-bounded variables.

4.3 Empirical Model

Given the independent and dependent variables are both natural logs, the specification
estimates can be interpreted as elasticities (Kennedy 2008). We also use the natural log of the
EFNA so that interpretation as an elasticity is consistent with the other variables. Equation (1)
states the complete OLS specification used in this analysis when controls are included.

lnRRit = β0 + β1lnEFREEit + β2Zit + Eit

EFREEit is the subnational economic freedom score, Zit is a vector of control variables
which includes the natural log of the following variables: MALE, MAXMORE, DISC R_REL, and
MONEY. This equation also runs separate regressions using the labor market freedom component
(LMFREE) instead of EFREE, with all other variables remaining the same as in Eq. (1). There
are multiple factors that could possibly affect the recidivism rate over time that we are unable to
detect, such as improvements in policing technology or changes in what establishes criminal
behavior as in the case of marijuana legalization. To account for such unobserved factors, period
fixed effects are used. Equation (2) shows the same specification when period fixed effects are
included.

lnRRit = β0 + β1lnEFREEit + β2Zit + λt + Eit

λt represents period fixed effects. Table 1 presents summary statistics, sources, and descriptions
of all variables included in this analysis.

5.0 EMPIRICAL RESULTS

Pooled OLS regressions with robust standard errors are presented in Table 2. Columns
(3) and (4) present the preferred specification, while columns (1) and (2) present the baseline
specification of the regression between recidivism rate and economic freedom. The results
suggest that both economic freedom and its component labor market freedom are negatively
related to the likelihood of recidivism, even though these relationships are not statistically
significant.
The estimate from column (3) suggests that a 1 % increase in overall economic freedom
is associated with a 0.476 % decrease in the likelihood of recidivism of individuals on parole as
compared to the entire set of released prisoners in that year. For example, if West Virginia,
currently one of the least economically free states, became as economically free as Delaware,
currently one of the most economically free states, that increase in economic freedom would be
associated with a 17.3 % decrease in parolee recidivism rates, based on these results.
The results for labor market freedom are even stronger. Specifically, under this
specification a 1 % increase in labor market freedom is associated with a 0.668 % decrease in the
state-level recidivism rate of parolees. Again, if West Virginia were to become as economically
free as Delaware, this would be associated with a 25.3 % decrease in recidivism in West Virginia
according to the results.

Table 2
1
EFREE
LMFREE

2

−0.307***
(0.331)
−0.449***
(0.482)

MALE

−0.496***
(0.105)

−0.490***
(0.103)

MAXMORE

−0.0107
(0.0825)

−0.0156
(0.0809)

DISCR_REL

−0.113***
(0.0111)

−0.114***
(0.0114)

0.0883
(0.077)

0.0803
(0.0781)

CONSTANT

−1.181*
(0.614)

−0.910
(0.881)

Observations

262

262

0.127

0.128

MONEY

R-squared

Note: * and *** denote significance at the 10 % and 1 % level, respectively. Dependent variable
is RR, which is the recidivism rate of parolees by state in each year. Robust standard errors are in
parentheses. All variables appear in their natural log form in the regression
6.0 DISCUSSION, POLICY IMPLEMENTATION, AND LIMITATIONS
6.1 Discussion
As seen in the results, economic freedom, labor market freedom, being a male, and
discretionary release are all highly significant at the 1% level. From this, we can gather that these
variables are directly correlated to high recidivism rates. This OLS regression is taken in two
parts because economic freedom and labor market freedom are highly correlated with each other,
thus making the rest of the variables insignificant when computed together. In addition, it is
redundant to use economic freedom and labor market freedom in the same equation as the data is
vastly similar in terms of increasing and decreasing percentages from year to year. From this, we
can gather that both economic freedom and labor market freedom have a significant impact on
recidivism rates independently. Policy changes can be made to both in order to positively impact
recidivism rates.

6.2 Policy Implementation
Institutions and policies are consistent with economic freedom and labor market freedom
when they allow voluntary exchange and protect individuals and their property. When
governments substitute taxes, government expenditures, and regulations for personal choice,
voluntary exchange, and market coordination, they reduce economic freedom. In order to
maintain this decline in recidivism rates, economic freedom and labor market freedom must have
lesser restrictions in order to see positive change in this area. Proposing a laissez-faire policy
may allow recidivism rates to decrease faster than they already are. It can also be stated that
making decisions at the state-level for prison systems may also help steadily decrease these
recidivism rates. If every prison in the United States has to suddenly conform to looser
restrictions, it could spell for an economic downturn. Many inmates will be thrown back into
society without a job, home, or maybe even a family and they must find a way to sustainably
live. This can cost the government money in the form of unemployment checks and loans.
Taking these actions at the state level will help reduce and combat the possible economic decline
of these policies and will speed up the process of overall economic increase.

6.3 Limitations
There was not any “recent” data on prison rates over the past five years. Since the Fed
has become more involved with prison systems in hopes to reduce recidivism rates, there have
been policy changes in place in order to improve prison populations. Due to these changes, data
over the past five to ten years have been contradictory to each other depending on the source.
Because of this, these numbers were excluded from the final results in order to get an accurate

reading. In defense, this study finds that the Fed spending more money towards prison systems is
actually hurting the economy. One could argue that minimally increasing taxations towards the
citizen’s pocket could greatly help the vast improvement of prison systems.

7.0 CONCLUSION
The goal of this analysis was to provide an exploratory examination of the relationship
between institutions and parolee recidivism rates for states in the United States. Using a panel
data set from 1998 to 2010, the results suggest that a significant negative relationship exists
between economic freedom by state and the state-level recidivism rate of parolees. That
relationship appears to be driven by labor market freedom, although further research needs to
conducted given the limitations of the work. In particular, the nature of this measure of
recidivism allows us to only focus on the short-term flow of individuals into prison from parole.
Data limitations prevent us from looking at the effect of labor market freedom on the likelihood
of specific individuals’ recidivating. In addition, these results do not control for overall labor
market conditions. If labor market freedom is correlated with other labor market conditions that
increase the likelihood of returning to prison from parole than any policy inference from these
results would be inappropriate.
For the moment, however, these results provide the first evidence that differences in
recidivism rates across states may be due to differences in state-level institutions such as labor
market freedom. If found to be robust in future studies, the implications of these findings for
policy are straightforward if the goal is to reduce recidivism. More labor market restrictions lead
to an increase in the state-level recidivism rate increase. In particular, it is likely that the labor

market restrictions measured in the EFNA such as minimum wage laws, reduce the ability of
released offenders to make themselves attractive to potential employers.
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